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GLOBAL CROSSING LTD. AND SUBSIDIARIES
NOTES TC CONSOLIDATED FINANCIAL STATEMENTS-- (Continued)

The Company's cperations and ability to grow may be affected by numerocus
factors, including changes in customer reguirements, new laws and governmental
regulations and policies, technological advances, entry of new competitors and
changes in the willingness of financial institutions and other lenders to
finance acquisitions and operaticns. The Company cannct predict which, if any,
of these or other factors might have a significant impact on the
telecommunications industry in the future, nor can it predict what impact, if
any, the occurrence of these or other eventg might have on the Company's
oparaticons.

¢] Development Stage Company

The Company was in its development stage until May 1998 when the United
States to United Kingdom segment of the AC-1 system was placed inte service,
and the Company began generating significant amounts of revenue.

d} Revenue Recognition

Services

Revenue recognized as services, including sales of capacity under operating
type leases, are provided, net of an estimate for uncollectible accounts.
Payments received from customers before the relevant criteria for revenue
recognition are gatisfied are included in deferred revenue in the accompanying
congolidated balance sheets.

Sales-Type Leases

Revenue from Capacity Purchase Agreements ("CPAs") that meet the criteria of
sales-type lease accounting are recognized in the period that the rights and
obligations of ownership transfer to the purchaser, which occurs when {i) the
purchaser obtains the right to use the capacity, which can only be suspended
if the purchaser fails te pay the Ffull purchase price or fulfill its
contractual cbligations, (ii} the purchaser is obligated to pay Operations,
Administration ard Maintenance ("OA&M"} costg and (iii) the segment of a
gyatem related to the capacity purchased is available for service. Certain
customers who have entered into CPAs for capacity have paid deposits toward
the purchase price which have been included as deferred revenue in the
accompanying consolidated balance sheets.

Prior teo July 1, 199%, substantially all CPAs were treated as sales-type
leases as described in Statement of Financial Accounting Standards No. 13,

"Accounting for Leases" ("SFAS 13"). On July 1, 19%9, the Company adopted
Financial Accounting Standards Board Interpretation No. 43, "Real Estate
Sales, an interpretation of FASE Statement No. 66" ("FIN 43"), which reguires

progpective trangactions to meet the criteria set forth in Statement of
Financial Accounting Standards No. 66, “"Accounting for Sales of Real Estate"
("SFAS 66"} to qualify for sales-type lease accounting. Since sales of
terrestrial capacity did not meet the new criteria, the terrestrizl portion of
CPAs executed subsequent to June 30, 1$59 were recognized over the terms of
the contracts, as services.

Percentage-of-Completion

Revenues and egtimated profits under long-term contracts for underzea
telecommunication installation by Global Marine Systems are recognized under
the percentage-of-completion methed of accounting. :

e) Cost of Sales

Services

Costs of the network relating to capacity contracts accounted for as
operatlng leases are treated as fixed assets and, accordlngly, are depreciated
ovér the estimated useful life of the capacity.

F-10

Copyright 2000 EDGAR Online_inc. (ver 1.01/2.003} Page 83




GLOBAL CROSSING LTD - 10-K —Annual Report Date Filed: 3/17/2000

GLOBAL CROSSING LTD. AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS-- ({Centinued)
Sales-Type Leases

Prior to October 1, 1999, the effective date of the Frontier merger, cost of
sales for subsea circuits was calculated based on the ratic of capacity
revenue recognized in the period to total expected capacity revenue over the
life of the network system, multiplied by the total remaining costs of
constructing the network system. This calculation of cost of sales matches
costs with the value of each sale relative to total expected revenue. Until
the entire system was completed, for purposes of calculating cost of sales,
the total system costs incurred included an estimate of remaining costs to be
ingurred to complete the entire system plus the cost of system upgrades that
management had the intent and ability to complete, provided the need for such
upgrades was supported by a third party consultant's independent revenue
forecast.

Beginning October 1, 1999, the Company initiated service contract accounting
and therefore began depreciating all of its systems; however, certain
centracts still qualified for sales-type lease accounting. For these
transacticns, the Company's policy provided for recording cost of sales in the
pericd in which the related revenue was recognized, in addition teo the
depreciation charge described below (see Property and Equipment and
Construction in Progress). Under service contract accounting, the amount
charged to cost of sales relating to subsea capacity was calculated by
determining the estimated net bock value of the specific subsea capacity at
the time of the sale. The estimated book value includes expected costs of
capacity the Company has the intent and ability to add through upgrades of
that system, provided the need for such upgrades is supported by a third-party
consultant's independent revenue forecast.

£) Commissions and Adviscry Services Fees

The Company's policy is ko record sales commissions and adviscry fee
expensas and related payables upeon the recognition of revenue so as te
appropriately match these costs with the related revenue. Under the Advisory
Services Agreement (“ASA"}, which was terminated by December 31, 1998, the
Company paid PCG Telecom Services LLC ("PCG Telecom") and its affiliates 2% of
revenue for advisory services performed. Under the Sales Agency Agreement, the
Company paid Tyco Subhmarine Systems Ltd. ("TSSL") a commission based on a
percentage of revenue from the sale of capacity on certain of the Company's
systems.

g) Cash and Cash Eguivalents, Restricted Cash and Cash Equivalents (Cuxrent
and Long Term)

The Company considers cash in banks and short term highly ligquid investments
with an original maturity of three months or less at the date of purchase to
be cash equivalents. Cash and cash equivalents and restricted cash and cash
equivalents are stated at cost which approximates Ffair value.

h) Property and Egquipment and Construction in Progress

Property and equipment, which includes capitalized leases, are stated at
cost, net of depreciaticon and amortization. Major enhancements are
capitalized, while expenditures for repairs and maintenance are expensed when
incurred. Costs incurred prior to a segment's completion are reflected as
construction in progress in the accompanying consolidated balance sheets and
recorded as property and eguipment at the date each segment of the applicable
system becomes operational.

Construction in progress includes direct expenditures for construction of
network systems and is stated at cost. Capitalized costs include costs
incurred under the construction contract; advisory, consulting and legal fees;
interest; and amortized finance costs incurred during the construction phase.
Once it is probable that a cable asystem will be censtructed, costs directly
identifiable with the cable system under development are capitalized. Costs
relating teo the evaluation of new projects incurred prior to the date the
development of the network system becomes probable are expensed as incurred.

In connection with the construction of the Global Cressing network, the
Company has entered into various agreements te sell or exchange da&rk fiberx,
ducts, rights of ways, and certain capacity. These non-monetary exchanges are
recorded at the cost of the asset transferred or, if applicable, the fair
value of the asaset received.
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Interest incurred, which includes the amortization of deferred finance fees
and issuance discount {"interest cost®}, are capitalized te comstruction in
progress. Total interest cost incurred and interest capitalized to
construction in progress during the pericds presented were:

For the period
March 31, 19%7
Year Ended Year Ended (Date of Inception)
December 31, 1595 December 31, 1998 to December 31, 1297

Interest cost incurred.. 5217,136 392,813 59,777

Interest cost

capitalized to

construction in

johasl=s =¥ - S 5 78,089 549

Depreciation is provided on a straight-line basis over the estimated useful
lives of the assets, with the exception of leasehold improvements and agsets
acquired through capital leases, which are depreciated over the lesser of the
estimated useful lives or the term of the lease. Estimated useful lives are as

follows:
I B 1 o L - S 10-40 years
Leasehcld ImMproOVEMENES. o vt ettt c e mc e e e 2-25 years
Furniture, fixtures and equipment.......... . it rnramcnncaas 2-30 years

Transmission equipment. .. ... i irirrvn s asaanenestassannnn 3-25 years

Beginning October 1, 1999, the Company commenced service contract
accounting. Carrying amounts related to completed subsea systems were
reclassified from capacity available for sale to depreciable assets, and are
being depreciated over their remaining economic useful lives.

When property or eguipment is retired or ctherwise disposed of, the cost and
accumulated depreciation are relieved from the accounts, and resulting gains
or losses are reflected in the determinatien of current net income.

The Company reviews the carrying value of property and eguipment for
impairment whenever events and circumstances indicate that the carrying value
of an asset may not be recoverable from the estimated future cash flows
expected to result from its use and eventual dispcsition. In cases where
undiscounted expected future cash flows are less than the carrying value, an
impairment loss would be recognized equal to an amount by which the carrying
value exceeds the fair value of the assets.

i) Goodwill and Intangibles

Costs in excess of net assets of acguired businesses are amortized on the
straight-line method over 3 to 25 years. In cases where undiscounted expected
future cash flows are less than the carrying value, the impairment loss would
be included in the determination of current net income. Subseguent to
acquisitions, the Company continually evaluates whether later events and
circumstances have occurred which indicate that the remaining estimated useful
1ife of intangible assets may warrant revision or that the remaining balance
of such assets may not be recoverable. When factors indicate that intangible
assgets. should be evaluated for possible impairment, the Company uses an
estimate of the undiscounted operating income over the remaining life of the
intangible assets in measuring whether the intangible assets are recoverable.

i) Deferred Finance Costs -

Costs incurred to obtain financing through the issuance of senior notes and -
long-term debt have been reflected as an asset included in other assets in the
accempanying consolidated balance sheets. Costs incurred to obtain financing
through the issuance of preferred stock have been reflected as a reduction in
the carrying value
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS-- (Continued)
of the issued preferred stock. The financing costs relating to the debt are
amortized over the lesser of the terxrm of the related debt agresements or the
expected payment date of the debt cbligation. In 1998, certain preferred stock
was redeemed at which time the remaining balance of unamortized discount and
offering costs was charged against additiomal paid-in capital. In 18%3 and
1598, certain long-term debt was extinguished, at which time the remaining
balance of unamortized discount and offering costs was written cff and
included in extracrdinary loss on retirement of debt.

During the constructicn period, the amortized portion of deferred financing
costs relating to the senior notes and the long-term debt are included in
construction in progress as a component of interest capitalized or recorded as
interest expense in accerdance with Statement of Financial Accounting
Standards (SFAS) No. 34, "Capitalization of Interest Cost". The amortized
portion of the deferred financing costs relating to the preferred stock is
included as a component of preferred stock dividends. ' :

k} Investments

Tnvestments in which the Company does not have significant influence or in
which the Company hclds an ownership interest of less than 20% are recorded
using the cost method of accounting. The egquity method of accounting is
applied for investments in affiliates, if the Company owns an aggregate of 20%
te 50% of the affiliate and if the Company exercises significant influence
over the affiliate. The equity method is alsoc applied for entities in which
the Company's ownership is in excess of 50% but over which the Company is
unable to exercise effective control. If the Company holds more than 50% of
the ownership and is able to exercise effective control, the owned entity's
financial statements and the apprcpriate deductions for minerity interest are
included in the accompanying consclidated fimancial statements.

1) Financial Instruments

The Company uses derivative financial instruments to reduce its exposure to
adverse fluctuations in interest rates and foreign currency exchange rates.
The Company has established policies and procedures for risk assessment and
the approval, reporting and monitoring of derivative financial instrument
accivities. The Company does not enter into financial instruments for trading
or speculative purposes. Accordingly, they are presented on the accompanying
consolidated balance sheet at their carrying values, which approximates their
fair values. Fair values are based on market guotes, current interest rates or
management estimates, as appropriate.

The Company has entered intoc forward currency contracts, hedging the
exchange risk on committed foreign currency transactions. Gains and losses on
these contracts are recognized at the time the underlying transaction is
completed.

As discussed in Note 15, the Company has entered into an interest rate swap
agreement to hedge its variable intereat-rate exposure oa debt. Hedge
accounting was applied in respect of these instruments; accordingly, the net
cash amounts to be paid or received on the agreement are accrued and
recognized as an adjustment to interest expense on the related debt.

m) Income Taxes

The Company recognizes current and deferred income tax assets and
liakilities based upon all events that have been recognized in the
consoclidated financial statements as measured by the enacted tax laws.

n) Effect of Foreign Currencies - -

For those subsidiaries using the U.§. Dollar as their functional currency,
transaction loss is recorded in the accompanying consclidated statements of
operations. The Company’s foreign transaction loss was $26.9 million
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GLOBAL CROSSING LTD. AND SUESIDIARIES

NOTES TO CONSOLIDATED FINANCIAI STATEMENTS-- (Continued}
for the year ended December 31, 199%. The effect of foreign currency
transactions in all periods prior to the year ended December 31, 15899 were
immaterial.

For those subsidiaries not using the U.S. Dollar as their functional
currency, assets and liabilities are translated at exchange rates in effect at
the balance sheet date and income and expense accounts are translated at
average exchange rates during the period. Resulting translation adjustments
are recorded directly to a separate component of shareholders' eguity. For the
year ended December 31, 195%, the Company incurred a foreign cuxrency
translation loss of $20.7 million. For all pericds prior to December 31, 1999,
the translation adjustments were immaterial.

¢} Stock Cptien Plan

The Company accounts for stock option grants in accordance with Accounting
Principles Board Opinion No. 25, "Accounting for Stock Issued to Employees"
{"APB 25"), and, accordingly, recognizes compensation expense for stock option
grants to the extent that the estimated fair value of the stock exceeds the
exercise price of the option at the measurement date. The compensation expense
is charged against operations ratably over the vesting period of the options.

P) Concentration of Credit Risk

The Company has some concentration of credit risk among its customer hase.
The Company performs ongoing credit evaluations of its larger customer's
financial cendition. As of and for the year ended December 31, 1999, five
customers represented 14% and 2%% of the Company's receivables and revenue,
respectively.

gq) Change in Accounting Policy

The Company adopted Statement of Position %8-5, "Reperting on the Costs of
Start-Up Activitieg" ("SOP 98-5") in the first gquarter of 199%. Accordingly, a
cne-time charge of $15 million (net of tax benefit), representing start-up
cogts incurred and capitalized during previous periods, was charged against
net income.

r} Pending Accounting Standards

In June 1299, the FASB issued SFAS No. 137, "Accounting for Derivative
Instruments and Hedging Activities--Deferral of the Effective Date of SFAS No.
133*, which deferred SFAS No. 133's effective date to figcal guarters
beginning after June 15, 2000. This statement standardizes the accounting for
derivatives and hedging activities and requires that all derivatives be
recognized in the statement of financial position as either assets or
lishilities at fair value. Changes in the fair value of derivatives that do
not meet the hedge accounting criteria are to be reported in earnings. The
impact of the adoption of this standard has not been guantified.

5} Reclassifications

Certain prior year amounts have been reclasgified in the consolidated
financial statements to conform to current year presentation.

3. MERGERS AND ACQUISITIONS

The foliowing mergers and acquisitions occurred during 1299 and have been
accounted for in the accompanying consolidated financial statements under the
purchase method of accounting for business cowbinations. The purchase price
was allocated based on the estimated fair wvalue of acquired assets and
liahilities at the date of acquisition.
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Global Marine Systems Acquisition

on July 2, 1998, the Company acquired the Glcbal Marine business of Cable &
Wireless Plc for approximately $908 million, consisting of a combination of
cash and assumed indebtedness. This resulted in an excess of purchase price
over net assets acquired of $693 million, which was allocated to goodwill and
other intangible assets and are being amortized on the straight-line method
over 3-25 years. Global Marine Systems provides services, including
maintenance under a number of long-term contracts, to cables built by carriers
and is the world's largest undersea cable installation and maintenance
company. The Company initially financed the acquisition with committed bank
financing in the amount of $600 million and the remainder with cash on hand.

Frontier Corporation Merger

Cn September 28, 1999, the Company completed its merger with Frentier
Corporation, resulting in Frontier becoming a wholly owned subsidiary of the
Company .

Frontier shareholders received 2.05 shares of the Company's commeon stock for
each cutstanding share of commen stock of Frontier Coxporation, for a toral of
355 million shares of Global Crossing common stock, including outstanding and
unexercised stock options. The purchase price of $10.3 billion reflects a
Glohal Crossing stock price of $22 15/16 per share, the average closing price
of Global Crossing common stock from September 1, 1599 through September 3,
1999, and includes long texrm debt and Frontier stock opticns assumed by Global
Crossing. For accounting purposes, the merger with the Company is deemed to
have occurred as of the clcse of business on September 30, 1999. The excess of
purchase price over net assets acquired of §7.7 billion was allocated to
goodwill and other intangible assets; goodwill and intangible assets are being

"amortized on the straight-line method over §-25 years

Racal Telecom Acguisition

On November 24, 1999, the Company acguired Racal Telecom for approximately
$1.6 billion in cash. The Company entered into a (Pounds)é75 million
(approximately $1,091 million as of December 31, 1999} credit facility to
finance the acgquisition. The excess of purchase price over net assets acquired
of $1.6 billion was allocated to goodwill and is being amortized on the
straight-line method over 6-25 vears. Racal Telecom owns cne of the most
extensive fiber telecommunications networks in the United Kingdom. For
accounting purposes, the acguisition is deemed to have cccurred as of the
close of business on November 30, 1939,

Asia Global Crossing

On November 24, 1993, the Asia Global Crossing joint venture was
established. In exchange for a majority interest, the Company contributed to
the joint venture its development rights in East Asia Crossing ("EAC") and its
58% interest in Pacific Crossing ("PC-1"}. Softbank Corp. and Microscft
Corporation sach contributed $175 millien in cash to Asia Global Crossing. In
addition, Softbank and Microscft committed to make a total of at least $200
million in capacity purchases on our network over a three-year peried,
expected to be utilized primarily on PC-1 and EAC. Softbank and Microsoft have
alsc agreed to use Asia Glopal Crossing's network in the region, subject to
specified conditions. Minority interest of $351 million was recorded in 1933
in connection with this joint wventure.

Hutchison Global Cressing

On November 15, 1$%9, the Company entered into an agreement with Hutchison
Whampoa Limited ("Hutchison") to form a joint venture galled Hutchison Glecbal
Crossing, which began operations on January 12, 2000. The joint ventuxe is
owned in egual parts by the Company and Hutchison. In exchange for its 50
percent interest, the Company will contribute certain asssis and services to
the joint venture and, in January 2000, issued to Hutchison $£400 million
aggregate llquldatlon preference of its 6 3/8% curulative convertlble -
preferred stock, series B, convertible into its common stock. Vo
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The initial purchase price allocations for the 199% business combinations
are based on current estimates. The Company will make final purchase price
allocations hased upon final values for certain assets and liabilities. As a
result, the final purchase price allocation may differ from the presented
estimate.

The following unaudited pro forma condensed combined financial information
of Global Crossing, Glopal Marine Systems, Frontier, Racal Telecom and the
Hutchison Global Crossing joint venture demcnstrates the results of operations
had the merger and acquisitions related transactions been ccompleted at the

beginning of the pericds presented.
December 31,

(unaudited)
(In thousands, except
share and per share data)

REVEIUE . v vt e st e e ce e isaa s ce e s it eaaasnnan $ 4,135,897 § 3,643,521

Net loss before extraordinary items and
cumulative effect of change in accounting
Prineiples. o it e it e $ (462,544) $ (474,882)

Loss applicable to common shareholders kefore
extraordinary items and cumulative effect of i
change in accounting principles................ ] (554,715) 3% (513,063}

Less applicable to common shareheolders.......... 3 (614,986) § {568,487}
. Loss per common share:
Loss applicable to common shareholders
Basic and diluted. ... ... ... i S (¢.80) % (0.BO)

Loss applicable to common shareholders before
extraordinary items and cumulative effect of
change in accounting principles
Basic and diluted. ... ... i e, 5 {0.72) § {0.72)

Shares uged in computing loss per share
Bagic and diluted. ... ..o it e e 767,355,151 748,518,640

4. RESTRICTED CASE AND CASH EQUIVALENTS

Current and long term restricted cash and cash equivalents include the

following:
December 31,
1999 1998
(In-thousands)
Funds restricted for PC-1 constructiom......o.iveevrnnanenas £138,118 $231,790
Funds restricted under the AC-1 Credit Facility....... PN -- 82,000
Funds regtricted for MAC construction..................... -- 65,000
funds restricted for dividends payments to parent company. 76,202 -
Funding for future interest on senior notes............-... -- 38,000
L 123 ¢ L= S T R T I IR 17,092 21,000
- $231,412 5444,790
. Under the Open Market Plan, dividend payments to the parent company are
temporarily prohibited until Frontier Telephcne of Rochester, Inc. ("FTR") -

receives clearance from the New York State Public Service Commissicd that
service requirements are being met. Cash restricted for dividend payments by
FTR, as of December 31, 1999, was approximately $76.2 miilion.
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5. ACCOUNTS RECEIVABLE

Current and long term accounts receivable are comprised of:
December 31,

(In thousands)

Accounts receivable. ... i e e i e $1,114,135 $118,743
Allowance for doubtful accounbsS. ... v i s ee e i {95,119) {4,233)
Accounts receivable, Net... .. ... it $1,019,025 £114,510

6. PROPERTY AND EQUIPMENT
Property and equipment consist of the folleowing:

December 31,

(In thougands)

7 ¥+ ¥ [ S 14,886 3 --
BULLAAMGS . + v v e e e re e rr vt e e e e e 184,827 --
Leasehold improvements. .. .. .o i 29,096 774
Furniture, fixtures and equipment............ . ..o 771,585 5,306
Transmissien equipment.......... . ... ... o0ua.y e 2,544,903 --
_ 3,545,297 6,080
. Accumulated depreciation. . i viivr it i (124,874} {5B0)
3,420,423 5,500
Construction in PLOGYEES. .. ... iu i irmennnernaasonnns 2,605,630 428,207
Total property and equipment, met.......ccoeuiinvinnnan- $6,026,053 $433,707

Depreciation and amortization expense for the year ended December 31, 1533
was approximately %124 million. Depreciation expense for December 31, 1598 and
for the period ended March 19, 19397 {date of inception) to December 31, 1237
was insignificant.

7. GOODWILL AND INTANGIBLES

The Company acquired three companies in 1999 as described in Note 3. ALl
companies acquired have been accounted for as purchases with the excess of the
purchase price over the estimated fair value of the net assets acquired
recorded as goodwill.

Goodwill and intangibles are ag follows:

December 31,

(In thousands}

Goodwill and intangibles............ e $9,685,043 § .-

Accumulated amortization. ... ... .ieiiiinnaaiann N (127,821) --

. Goodwill and.intangibles, net....................: ..... $§9,557,422 3 -
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8. INVESTMENT IN AND ADVANCES TO/FROM AFFILIATES
Investment in Pacific Crossing Ltd. ("PCL")

In April 1938, the Company entered inte a.joint venture to construct the PC-
1 cable system which is owned and operated by PCL, The Company has an economic
interest in BCL represented by a 50% direct wvoting interest and, through one
of the joint venture partners, owns a further 8% economic non-voting interest.

Investment in Globhal Access Ltd.

In December 1%98, the Company entered into a joint venture, Global Access
Ltd., to construct and operate GAL, a terrestrial cable system commecting
Tokyo, Osaka and Nagoya with PC-1. The Company has a 49% interest in Glebal
Access Ltd.

The Ceompany's investments in PCL and GAL are accounted for as interest in
affiliates undexr the equity method because the Company is not able to exercise
effective control over their operations.

The Company's investment in affiliates consists of the following:

December 31,

(In thousands)

Investment in Pacific Creossing Ltd............c¢ccveiiiainn, $266,068 $160,639
. Investment in Global Access Ltd. ... .cv et rinnnnanonn 22,693 16,695
Other investments and advances to/from affiliates......... 35,199 --
Investment in and advances to/from affiliates............. $323,960 5177,334
FRAEASSSSON m=aIZoOSSo
9. TAXES

The Company accounts for income taxes in accordance with SFAS No. 108,
YAccounting for Income Taxes" (¥SFAS 109"). The provision for income taxes is
comprised of the following:

Pecember 31,

{In thousands)

00 o~ o $144,506 523,413
= o T ot o= {18,367) 9,854
Total 17ICOME [aX EXPEIMSE. .. .\ v seremminteeensnaessrenannss $126,539 $33,087

Deferred income taxes reflect the net tax effect of temporary. differences
between the carrying amounts of asgsets and liabilities for financial reporting
purpeses and amounts used for income tax purposes.
. Bermuda does not impose a statutory income tax and consequently the

provision for income taxes recorded relates to income earmed by certain -
subsidiaries of the Company which are located in jurisdictions which impose
inconme taxes.
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The following is a summary of the significant items giving rise to
components of the Company's deferred tax assets and liabilities:

December 31,

Assets Liabilities

Liabilities

(In thousands)

Bad debt reserve........ .. e $ 11,199 5 -- $ - $ --
Regearch and develcpment costs... -- (41,018} - --
Depreciation...... ..o, -- (380,833) -- (4,042)
Bagis adjustment to purchased
companies........ et it -- (9,282y -- --
Employee benefits obligation..... -- (32,918) -- -~
Net operating loss (NOL)
carryforwards. ...... ..o 58,865 -- -- --
Deferred and stock related
compensation. ... .oaver i 11,068 -- 504 --
Other . .. e e e 35,156 {(15,235) -- {6,118)
116,285 (479,346) 504 {10,158)
Valuation allowance.............. {54, 780) - - --
5 61,506 $(479,346) § 504 £(10,158)

The Company established a valuation allowance of $54,780 as of December 31,
1999. The waluation allowance is related to deferred tax assets due to the
uncertainty of realizing the full benefit of the NOL carryforwards. In
evaluating the amount of valuation alleowance needed, the Company considers the
acquired companies' prior operating results and future plans and expectations.
The utilization period of the NOL carryforwards and the turnaround pericd of
other temporary differences are alsc considered. The Company's NCLs begin to

expire in 2004.
10. LONG-TERM DEET

Qutstanding debt consists of the following:

December 31,

(In thousands}

9 1/2% Senior Notes due 2009. .. ... i ii it i §3i,100,000- % --
9 1/8% Senior Notes due 2006. .. .. ... v enunecnnnnns 900,000 -
9 5/8% Senior Notes due 2008. ... ...t i irinnnnrvranns goco, 000 800,000
Senior Secured Revelving Credit Facility............. 648,597 --
Racal Telecom Term LOAN A.. . v unrnnasrarronnannenns 646,130 -
Medium-Term Notes, 7.51%--9.3%, due 2000 to 2004..... 215,000 --

7 1/4% Senior Notes due 2004, ..... ..t imieniiuas 300,000 --
6% Dealer Remarketable Securities (DRS) due 2013..... 200,000 --
TAC-1 Credif Faciliby. ...t iimnnnn e nn-n- -- 266,738
[ o T < 242,028 &,182
Total debt . .. et it s cannraenns i e 5,088,755 1,075,891
Less: discount on long-term debt, net................ {31,715) {3,505}

) -Less: current portion of long-term debt.............. — [5,496) {6,393)

. Long-term debb. .. .. .. i e s
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Maturities of long-term debt are as follows (in thousands):

Year Ending December 31,

2 1 0 1 & 1 5 5,496
. 00 T 121,411
22 ] 0 e 43,618
i 0 0 T 38,336
0 0 1,167,256
B T == I o 3,679,638
B e T = 55,055,755

Emmoz==o===

Senior Notes

On November 12, 1599, Global Crossing Holdings Ltd. {('GCHE"), a wholly-owned
gubsidiary of GCL, issued two series of senior unsecured notes ("New Senior
Notes"). The % 1/8% senior notes are due November 15, 2006 with a face value
of $900 million and the 9 1/2% senicr notes are due November 15, 2009 with a
face value of $1.1 billion. The New Senior Notes are guaranteed by GCL.
Interest will be paid on the notes on May 15 and November 15 of each year.
beginning on May 15, 2000.

on May 18, 1998, GCH alsc issued 9 5/8% senior notes due May 15, 2008, with
a face vaiue of %800 millien {"9 5/8% Senior Notes"). The 9 5/8% Senior Notes
are guaranteed by GCL. Interest will be paid on the notes on May 15 and
November 15 of each year.

known as Atlantic Crossing Holdings Ltd., with a face value of $150 millionm,
due March 31, 2004 {"0ld Senior Notes"), were repurchased in May 1998 with the
proceeds from the issuance of the 9 5/8% Senior Notes. The Company recognized
an extraordinary loss of approximately $20 million on repurchase comprised of
a premium of approximately $10 million and a write-off of approximately $10
million of unamortized deferred financing costs during 1598.

. The 12% senior notes issued by Global Telesystems Holdings Ltd. ("GTH"), now

Senior Secured Revelving Credit Facility

On July 2, 1999, the Company, through GCH, entered into a $3 billion senior
gecured corporate credit facility {"Corporate Credit Facility") with several
lenders. The proceeds from the Corporate Credit Facility were used to repay
existing indebtedness and fund capital expernditures. The Corporate Credit
Facility consisted of two term locans and a revolving credit facility, which
matures on July 2, 2004. The term loans were paid in full during fiscal year
1959. Unused credit under the rewvolving credit Ffacility is approximately $350
million as of December 31, 1999. Interest is payable at LIBCOR plus 2.25
percent [B8.44 percent at December 31, 1959).

During 1999, the Company recognized an extraordinary loss resulting from the
payoff of existing debt in comnection with the issuance of the Corporate
Credit Facility, comprised of a write-off of §15 million of unamortized
deferred financing costs.

On November 12, 199%, the proceeds from the issuance of the New Senior Notes
were used to pay down the fixed term portion of the Corporate Credit Facility,
resulting in a write-off of $31 million of unamortized deferred financing
costs.

AC-1 Credit Facility - -

During 1997, the Company's wholly-owned subsidiary, Atlantic Crossing Ltd.
T {"ACL"), entered into a $482 million aggregate senior secured non-recourse
loan facility {the "AC-1 Credit Facility"} with a group of banks led by CIBC
and Deutsche Bank AG, for the construction and financing costs of AC-1. The -

AC-1 Credit Facility was paid in £ull in July 1955.
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MAC Credit Facility

During November 1998, the Company's wholly-owned subsidiary, Mid-Atlantic
Crossing Ltd. ("MACL"), entered into a $26C¢ million aggregate senior secured
non-recourse lcan facility {(the "MAC Credit Facility"). Rhs of December 31,
1998, the outstanding balance was %9 million. The MAC Credit Facility was paid
in full in July 198%5.

6% Dealer Remarketable Securities

The 6% DRS were issued by Frontier Corporation and wers outstanding at the
date of acquisition. The 6% DRS are due on October 15, 2013. Interest will be
paid on April 15 and October 15 each year. These notes may be put back to the
Company in October 2003, depending on the interest rate environment at that

time.
7 1/4% Senior Notes

The 7 1/4% Senior Notes were issued by Frontier Corporation and were
putstanding at the date of acguisition. The 7 1/4% Senior Notes are due May
14, 2004. Interest will be paid on May 15 and November 15 each year.

In December 1937, the Company entered into an interest rate hedge agreement
that effectively converts 5200 million of the Company's 7.25% fixed-rate notes
due May 2004 into a floating rate based on the US dollar Londen Interbank
Offerad Rate ("LIBCR") index rate plus 1.26%. The agreement expires in May
2004, Interest expense and the related cash flows under the agreement are
accounted for on an accrual basis. The Company periedically enters into such
agreements to balance its floating rate and fixed rate obligatioms to insulate
against interest rate risk and minimize interest expense.

Racal Telecom Term Loan A

On November 24, 1599, the Company entered into a GBP 675 million
[approximately $1,091 millicn as of December 31, 19%9) credit facility to
finance the acquisition of Racal Telecom. The facility consists of twoe term
loans dus Novewmber 24, 2007. Interest ie payable at LIBCR plus 2.5 percent
{8.44 percent at December 31, 1959}.

Madium Term Notes

The Medium Term Notes were izsued by Frontier Corporation and were
outstanding at the date of acquisition. The Company intends to refinance the
notes due in fiscal 2000 with proceeds from the other available debt

facilities.

Certain of the debt facilities mentioned above contain various financial and
non financial restrictive covenants and limitations, including, among other
things, the satisfaction of tests of *consolidated cash flow", as defined.
Additicnally, certain ILEC assets are pledged as security.

11. OBLIGATIONS UNDER INLAND SERVICES AGREEMENT, CAPITAL LEASES AND-OPERATING
LEASES

The Company has capitalized the minimum lease payment of property and
equipment under leases that qualify as capital leases.
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At December 31, 1999, future minimum payments under these'capital lesases are

as follows (in thousands) and are incliuded in Deferred credits and cther in
the accompanying Consolidated Balance Sheet:

Year Ending December 31,

2 0 41 T T I N $ 53,235
4 o 1 2 T R R R A 43,279
o T 38,390
. 0 o T I 36,486
1 40 53,195
B0 0T o I o= ol 436,5B0
Total minimum Jl€ase PaAYMmentS. (... vt trnnnarrsnaasresranseanss 661,165
Less: Amount representing maintenance payments. . .........cceoeeeeon. (133,240)
Less: Amcunt representing interest...........c..cciiriiiiianannaan .. (272,358}
Present value of minimum lease payments..........ceeevererennnnnnne $§ 255,567

The Company has commitments under various non-cancelable operating leases.
Estimated future minimum lease payments on operating leases are approximately
as follows (in thousands):

Year Ending December 31,

2T o 1 T N $ 131,569
31 T 79,932
2 o 1 P PR 77,646
23 T P 70,678
2 55,908
‘ b 7= o = = o o = ORI 347,524
b 1Y = T N $ 773,657

Rental expense for the years December 31, 1999 and 1398 and pericd from
March 1%, 1997 (Date of Incepticn) to December 31, 1897 is $74,249, $754 and
none, respectively (in thcousands).

12. COMMITMENTS, CONTINGENCIES AND OTHER

As of December 31, 1999, ACL was committed under contracts with Tyco
Submarine Systems Ltd. ("TSSL"} for AC-1 upgrades totaling approximately $59
million and is committed under the OA&M contract with TSSL to gquarterly
paymerits, over the next eight years, totaling approximately $247 million which
will be borne by the Company's customers or by the Company to the extent there
is unseld capacity.

ACL was committed to paying TSS8L commissicns ranging from 3% to 7% on
revenue received until 2002, subject to certain reductions. The Company also
had a commission sharing agreement with TSSL whereby GCL had primary
responsibility for the marketing and sale of capacity of AC-1 and PC-1 and
shared a percentage of commissions payable to TSSL as ccnsideratioen for
assuming primary responsibility for the sales effort and marketing of the
Company's projects. The Sales Agency Agreement with TSSL will terminate in
March 2002 with an option by the Company to extend it until March 2005. The
Company provided TSSL with a notice of termination with respect to these
agreements effective February 22, 2000.

As of December 31, 1999, the Company was committed under the contracts to
construct its Mid-Atlantic Crossing, Pan American Crossing, South American

**  Crossing, Pan European Crossing and East Asia Crossing systems for future
. construction costs totaling approximately $2 billicn.
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In addition, as of December 31, 1999, the Company was committed to make
future equity centributions to PCL in the amount of $240 millior.

The Company and a number of its subsidiaries in the normal course of
business are party to a number of judicial, regulatory and administrative
proceedings. The Company's management does not belisve that any material
ligbility will be imposed as a result of any of these matters.

13. PREFERRED S5TCCK
Cumulative Convertible Preferred Stock

In September 1599, GCL authorized 20,000,000 shares of preferred stock on
rerms and conditions to be established from time to time at the discretion of
the Board of Directors.

In December 19%9, GCL issued 2,600,000 shares of 7% cumulative convertible
preferred stock at a ligquidation preference of $250.00 per share for net
proceads of $630 million. Each share of preferred stock is convertible inte
4.6548 shares of common stock based on a conversion price of $53.25. Dividends
on the preferred stock are cumulative from the date of issue and will be
payable on February 1, May 1, August 1 and November 1 of each year, begimning
on February 1, 2000, at the annual rate of 7%. Dividerds accrued as of
December 31, 1999 were $1.9% milliom.

In November 199%, GCL issued 10,000,000 shares cf 6 3/8% cumulative
convertible preferred stock at a liguidation preference of $100.00 per shaxe
for net proceeds of approximately $9%65 million. Each share of preferred stock
is convertible into 2.2222 shares of common stock, based on a conversion price
of %45.00. Dividends on the preferred stock are cumulative from the date of
issue and will be payable on February 1, May 1, August 1 and November 1 of
each vear, beginning on February 1, 2000, at the annual rate of & 3/8%.
Dividends acecrued as of December 31, 199% were $5.7 million.

The convertible preferred stock ranks junior to each other class of capital
stock other than common stock of GCL with respect to dividend rights, rights
of redemption or rights on liguidation and on a parity with any future
preferred stock of GCL. The convertible preferred stock is junior in right of
payment af all indebtedness of GCL and its subsidiaries. The preferred stock
is non-voting unless the accumulation of unpaid dividends on the outstanding
preferred stock is an amount equal to six guarterly dividend payments. The
preferred stock can be redeemed, at the Company's option, starting in 2004 at
specified premiums declining to par in 2003. Holders of preferred stock have
the right to reguire the Company to repurchase shares of the preferred stock
at par following the occurrence of certain change of control transactions.

10 1/2% Mandatorily Redeemable Preferred Stock

In December 1598, GCH authorized the issuance of 7,500,000 shares of
preferred stock ("GCH Preferred Stock") at a liguidation preference of $100.00
per share plus accumulated and unpaid dividends. In December 1938, 5,000,000
shares of GCH Preferred Stock were issued for %500 million in cash. The
Company reserved for future issuances up to 2,500,000 shares to pay dividends.
Dividends accrued as of December 31, 1939 and 1998 were $4 milliocn.
Unamorktized issuance costs were $14.1 million and $17 million as of December
31, 1999 and 1958, respectively.

The holders of the GCH Preferred Stock are entitled to receive cumulative,
gemi-annual compounding dividends at an annual rate of 10 1/2% of the $100
liquidation preference per share. At the Company's option, accrued dividends
may be paid in cash or paid by issuing additional preferred stock (i.e. pay-
in-kind) until Jume 1, 2002, at which time they must be paid in cash. As of
Decerber 31, 199%, zll dividends had been paid in cash.
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Dividends are payable semi-annually in arrears on each June 1 and December 1.
The preferred stock ranks sesnior te all common stock of GCH with respect to
dividend rights, rights of redemption or rights on liguidation and on a parity
with any future preferred stock of GCE. The preferred stock is junior in right
of payment of all indebtedness of GCH and its subsidiaries. The preferred
stock is non-voting unless the accumulation of unpaid dividends (or if,
beginning on June 1, 2002, such dividends are nct paid in cash} on the
cutstanding preferred stock is an amount equal to three semi-annual dividend
payments.

The preferred stock has a mandatory redemption on December 1, 2008 at a
price in cash equal to the then effective liquidation preference thereof, plus
all accutmulated and unpaid dividends thereon to the date of redemption. The
preferred stock can be redeemed, in whole or in part, at the Company's option
at redemption prices starting at 105.25% of the liguidation preference in
2003, declining to 103.5% in 2004, 101.75% in 2005 and 100% thereafter.

The certificate of designation governing the preferred stock imposes certain
limitations on the ability of the Company to, ameong other things, (i} incur
additional indebtedness and {ii) pay certain dividends and make certain other
restricted payments and investments, which limitations are in part based upon
satisfaction cf tests of "consolidated cash flow," as defined.

14% Mandatorily Redeemable Preferred Stock

In March 19257, GTH authorized and issued 500,000 shares of preferred stock
{"GTH Preferred Stock®™) at a liquidation preference of $1,000 per share.

In June 1998, proceeds from the issuance of the 9 5/8% Senior Notes were
used to redeem this preferred stock. The redemption resulted in a $34 million
charge against additional paid-in capital comprised of a §16 millien
redemption premium and $18 million of unamortized discount and issuance cost
on the preferred stock on the date of the redemption. The redemption premium
and write-off of unamortized discount and issuance costs on the preferred
stock were treated as a deducticon to arrive at the net loss applicable to
commen sharehclders in the consclidated statement of operations.

Preferred stock dividends included the following:

December 31,

({In thousands)

Preferred stock dividends. ... v. e onn e i e e et 563,742 511,712
Amortization of discount on preferred stock............... - 6518
Amortization of preferred stock issuvance costs............ 2,904 351

$66,642 812,681
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14, NET LOSS PER SHARE

Logses per share are calculated in accordance with SFAS No. 128, "Earnings
Per Share." Share and per share data presented reflects all stock dividends
and stock splits.

The following is a reconciliation of the numerators and the denominatars of
the basic and diluted loss per share:
For the period

December 31, March 31, 1997
———————————————————————————————— (Date of Inception)
1994 1958 to December 31, 18897

(In theousands, except share and per share data)
Logs before
extraordinary item and
cumulative effect of
change in accounting

principle.............. $ (1c,535) § {68,194} $ (160)
Preferred stock

dividenda.....c.cvu.vnn (66,642) {12,681} (12,6590)
Redemption of preferred

BEOCK. . . i - (34,140} --

Loss applicable to
common shareholders
before extracrdinary
item and cumulative
effect of change in

accounting prineiple... § (77,177 {115,015) S {12, 850}
Weighted average shaxe

outstanding:

Basic and diluted..... 502,400,851 358,735,340 325,773,934

Loss applicable to
commorn sharehelders
before extraordinary
itemg and cumulative
effect of change in
accounting principle
Basic and diluted..... [ {c.15) % (0.32) $ {0.04)

Dilutive options and warrants did not have an effect cn the computation of
diluted loss per share in 1993 and 1998 since they were anti-dilutive. The
impact of dilutive options and warrants increases the weighted average shares
outstanding to 552,466,665 shares as of December 31, 13933.

15. FINANCIAL INSTRUMENTS

The carrying amounts for cash and cash equivalents, restricted cash and cash
equivalents, accounts receivable, accrued censtruction costs, accounts payable
and acerued liabilities, accrued interest, cobligations under inland services
agreements and capital leases and long term debt approximate their fair value.
The fair value of the senior notes (the New Senior Notes and % 5/8% Senior
Notes), mandatorily redeemable preferred stock, cumulative convertible
preferred stock and the interest rate swap are based on market quotes and the
fair values are as follows:

December 31, 1929 December 31, 1998

. . (In thousands) R {(In thousands)

Senior notes............. $3,135,900 $3,090,294 $796,4685 $834,000

Mandatcrily redeemable . -

preferred steock......... 485,947 498,750 483,000 480,00¢C

Cumulative convertible ~
preferred steck......... 1,598,750 1,975,300 .- T -

Interest rate swap....... 3 -~ & 6,602 $ -- ’ $ 26
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le. STOCK OFTICN PLAN

GCL maintains a stock option plan under which options to acquire shares may
be granted to directors, officers, employees and consultants of the Company.
The Company accounts for this plan under APB Opinion No. 25, under which
compensation cost is recognized only to the extent that the market price of
the stock exceeds the exercise price. Terms and conditions of the Company's
options, including exercise price and the period in which options are
exercisable, generally are at the discretion of the Compensation Committee of
the Board of Directors; however, no opticns are exercisable more than ten
years after date of grant.

Prior to its merger with the Company, Frontier maintained stock option plans
for its directors, executives and certain employees. The exercise price for
options under all Frontier plans was the fair market value of the stock on the
date of the grant. The stock options expire ten years from the date of the
grant and vest over a period from one to three years. The Frontier plans
provided for discreticnary grants of stock options which were subject to the
passage of time and continued employment restrictions.

In connection with the Frontier merger, the Company exchanged all cf the
outstanding Frontier stock options for 25.3 million Global Crossing stock
options which vested immediately at the date of the merger. As of December 31,
1999, 17.7 million stock options under the Frontier plans remained vested and
outstanding.

Additional information regarding opticns granted and outstanding for the
yvears ended December 31, 1998 and 195938 are summarized below:

Weighted
Cptions Number of  Average
Available Options Exercise

For Grant Qutstanding Price

Balance as of December 31, 1997........... - -- -

Authorized. ... ... ittt i naannnnans 33,215,730
[ =2 1 = (30,762,45686) 30,762,466 $ 2.B5
Exercised. . ... i e s (656,688) 1.086
Cancelled. . ... ... ... ... ... e i 3,253,000 (3,253,000) 1.11
Balance as of December 31, 195%8........... - 5,706,264 26,852,778 3.11
Authorized. . . . ... rnin it tnneineaeannnn 82,010,014 - -
Granted. . ... ittt et e (65,019,955]_ 65,019,555 24.20
0P (=5 oo N =1=1 « N - (10,058,073} 11.07
Cancelled. ... ... ..ttt aninianinrens 3,175,154 (3,175,154) 22.17
Balance as of December 31, 1899........... 25,871,477 78,639,506 818.76
F-28
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The follewing tables summarize information concerning outstanding
exercisable cpticns:

December 31, 19%9

Weighted Average Weighted Average

Weighted Average

range of Number Remaining Contractual Exercise Price Number
Exercise Prices Qutstanding Life (in years} per Share Exercisable
5 0.35 ta § 1.43 14,153,480 7.79 £ 0.483 7,871,580
.00 £o 9.00 7,187,036 8.18 3.14 3,635,348
9,30 to 13.80 12,539,397 7.71 11.81 10,287,026
13.96 to 18.Bz2 11,961,588 8.54 17.15 8,961,988
20.80 to  23.44 19,975,778 9.65 25.82 3,175,228
$33.00 %o $61.38 12,851,927 9.72 44,68 1,741,334
Total 78,639,506 8.72 $1a.76 33,592,901
December 31, 1598
Cptions Qutetanding Cptions
. Weighted hAverage  Weighted Average Weighted Average
Range of Number Remaining Contractual Exercise Price Number
Exercise Prices outstanding Life lin years) per Share Exercisable
$0.35 to $0.83 15,717,280 3.2 5 0.83 4,303,833
2.00 to 3.33 6,644,598 9.5 3.13 1,625,000
9.50 to 13.26 4,29¢,9C00 9.7 1:.44 302,834
Total 26,852,778 9.3 § 3.11 6,731,667

and

Welghted Average
Bxercige Prige
per Share

Weighted Average
Exercise Pricge
per Share

During the yeare ended December 31, 1999 and 1998, the Company recorded in
additional paid-in capital %55 million and $9%4 million, respectively, of
unearned compensation, relating to awards under the stock incentive plan plus

the grant of certain economic rights and optiomns to purchase common

stock.

During 1938% and 1998 the Company recognized expense of $51 million and $3%
million, respectively, of stock related compensation relating to the stock
incentive plan and the vested economic rights to purchase common stock. The
remaining $60 million of unearned compensation will be recognized as follows:

$36 million in 2000, $20 million in 2001 and $4 million in 2002.

The Company entered intc an employment arrangement with a key executive, and
granted him economic rights te purchase two million shares of commen stock at
$2.00 per share. One-third of these economic rights vested immediately and the
balance vests over two years. The Company recorded the excess of the fair
market.value of these cptions and rights over the purchase price as unearned
stock compensation in the amount of $15 million during the year ended December
31, 1998. The unearned compensation is being recognized as expense over the

vesting pericd of the economic right.
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As permitted by SFAS No. 123, "Accounting for Stock-Based Compensation®
{"S8FAS 123"), the Company accounted for employee stock copticns under APB 25
and is recognizing compensation expense over the vesting period to the extent
that the fair value of the stock on the date the options were granted exceeded
the exercise price. Had compensation cost for the Company's stock-based
compensation plans been determined comsistent with the SFAS 123 fair value
approach, the impact on the Company's loss applicable to common shareholders
and loss per share would be as follows:

Period from
March 15, 1997
Year Ended Year Ended {Date of Inception)
December 31, 1999 December 31, 1958 to December 31, 1997

{In thousands, except per gshare information)

Net loss applicakle to
common shareholders: .

As reported........... 5{137,568) $(134,724) 4{1z,830)
Pro £Orma. ... voceuuns ${226,184) ${141,585) ‘ ${12,850)
Basic and diluted net
loss per sghare:
As reported........... $ {0.27) $ (0.38) $ (0.04)
Pro fOrmMa. .. ceuvveunan $ {0.47) ] (0.39) . $ (0.04)

Under SFAS 123, the fair value of each opticn is estimated cn the date of
grant using the Black-Scholes option-pricing model assuming the following
weighted average assumptioms used for the year ended December 31, 1992; =zero
dividend yield, expected volatility of 40.00, weighted average risk free rate
of return of 6.56% and expected life of 4 years. For the year ended December
31, 199%8; zero dividend yield, expected wvolatility of 0% to 42%, weighted
average risk free rate of return of 5.45% and expected life of 4 years.

17. EMPLOYEE BENEFIT PLANS

401 (k) Plan

Beginning in 1958, the Company offered its gualified employees the
opportunity to participate in a defined contribution retirement plan
gualifying under the provisions of Section 401{k) of the Internal Revenue
Code. Bach eligible employee may contribute on a tax-deferred basis a portion
of their annval earnings not to exceed certain limits. The Company matches
one-half of individual employee contributions up teo a maximum level not to
exceed 7.5% of the employee's compensation. The Company's contributions to the
plan vest immediately. Expenses recorded by the Compaany relating to its 401 (k}
plan were approximately $0.6 million and $0.2 million for the years ended
December 31, 129%% and 1598, respectively. ’

The Company alsc sponsors a number of defined contribution plans for
Frontier employees. The most significant plan covers non-bargaining employees,
who can elect to make contributions through payroll deduction. The Company
provides a contribution of .5 percent of gross compensation in common stock
for every employee eligible to participate in the plan. The common stock used
for wmatching contributions is purchased on the open market by the plan's
trustee. The Company also provides one hundred percent matching contributions
in its common stock up to three percent of gross compensation, and may, at the
discretion of the Management Benefit Committee, provide additional matching
centributions based upon Frontier's financial results.” The. total cost
recognized for all defined contribution plang was $2.6 million from the date
of the merger through December 31, 1989,

Pension Plan

As a result of the merger with Frontier, the Company has nonconfributory
plans which have been frozen, providing for service pensions and certain death’
benefits for substantially all Frontier employees. The assets and
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liabilities related to these plans were recorded at fair market value at the
date of the merger. In 1595 and 1936, these defined benefit plans wers frozen.
Cn an annual basis, contributions are remitted to the trustees to ensure
proper funding of the plans. :

The majority of the Company's pension plans have plan assets that exceed
accumulated benefit cbligations. There are certain plans, however, with
accumulated benefit cbligations which excead plan assets. The following table
summarizes the funded status of the Company's pension plans and the related
amounts that are included in "Other assets" in the Consolidated Balance Sheet
of the Company as of December 31, 1999 {in thcusands):

CHANGE TN BEREFIT OBLIGATICN

Benefit obligation at September 30, 1999...... .. ... iivtiivonnn- $451,600
Lo et R T ) 14
By N ==Y~ i Lo - & oA 8,397
Actuarial gadm. . ... i e ettt {11,025)
Benefits padd. .. ..ot i i m e e i {9,151}
Benefit obligation at Decembper 31, 1999... ... ..c.ceriimnvinennnns $439,835
CHANGE IN FLAN ASSETS
Fair value of plan assets at September 30, 1935........... .. v.- $621,100
Actual return On Plam @858ELS .. iu it iv it inamreansarnmnasenns 86,516
Employer contribution.. ... ... i i e 550
Benmefits Pald. . .. i i e e e e h e {9,151)
Fair value of plan assets at December 31, 1999........... ...t $699, 015
Funded SEabU8. c ittt ittt e easnasaa s m e ey 5259,180
Unrecognized net gain........ e teaaae et e (83,192)
Prepaid benefit CoBE, MEL. . ... i i i it e 5175, 988

The net periodic pension cost consists of the following for the three month
period ended December 31, 1999 {in thousands):

BETViCE COBE . v ittt ittt ettt bt aa it aam s tnaa s am e $ 14
Interest cost on projected benefit obligation........ ... 0.t 8,397
Return on plan assebs. . .. . ittt iann e, e e e {(14,349)
Net periodic pension benmefit.................... e $ (5,938)

The following rates and assumptions were used to calculate the projected
benefit obligation as of December 31, 1999:

Weighted average discount rate....... . oo iriiiinniiiiinrrreennn B.0D%
Rate of galary inCrease. . ... vt i traaa sy S.00%
Expected return on plan assebs8. ... . ... i i i i s 9.50%

The Company's policy is to make contributions for pension benefits based on
actuarial computations which reflect the long-term nature of the pension plan.
However, under SFAS No. 87, "Employers' Accounting for Pensioms," the
development of the projected benefit chligation essentially is computed for
financial reporting purposes and may differ from the actuarial determination
for funding due to varying assumptions and methods of tomputation.
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Postretirement Benefit Other Than Pensions

The Company provides postretirement health care and life insurance benefits,
which have been frozen, to most of its employees. Plan assets consist
principally of life insurance policies and money market instruments. In 1536,
Frontier amended its healthcare benefits plan to cap the cost absorbed by the
Company for healthcare and life insurance for its bargaining employees who
retire after December 31, 1%96. The assets and liabilities related to these
plans were recorded at fair market value at the date of the merger.

The following table summarizee the funded status of the plan (in thousands)
and the related amounts included in "Deferred credits and other® in the
Consclidated Balance Sheet of the Company as of December 31, 19%% (in
thousands) :

CHANGE IN BENEFIT OBLIGATION

Benefit obligation at September 30, 1899........ .. uuuenrnnnun $ 114,305
BEYVIiCEe COBE . . ittt it i mmnatn s e e e 135
Interest COBL. .. it ittt i ettt i ras i e 2,134
Actuarial Gaim. oo e e e e e (2,970}
Benefita padd. . .. .. i ey (2,016}
Benefit obligation at December 31, 1999:.. ... iiirrnnaeenr- $ 111,588
CHANGE IN PLAN ASSETS ' )
Fair value of plan assets at September 30, 1999............. ... g 2,988
Actual refturn on plan ASEEES. ...t ittt a s e s 180
Employer contribubion. ... ... iiee i ittty 1,302
Benefits Paid. ... e s e (2,016}
Fair value of plan assets at December 3I, 1999................. 3 3,055
Funded SCabUS. . v u it vt it s sar s e s a e e (108,533}
Unrecognized met 1oSS. . ... ... it iirr i (2,133)
Accrued benefit COBL, IBL. . .. ... it it it isanr e $(110,666)

The components of the estimated postretirement benefit cost are as follows
for the three month period ended December 31, 1992 (in thousands):

L S o 1o o 8 135
Interest cost on projected benefit obligation........... - ... ... 2,134
Expected return on plan assebs. ... ... . it i s (67}
Net pericdic pension cost (benefit)........ .. .ccrrmiiiininnn S 2,202

The following rates and assumptions were used to calculate the projected
benefit obligation as of December 31, 138%: -

Weighted average discount rate. .. .... ... it nn- 8.00%
Rate of salary InCr aBE . i it ettt r i iaananarrceaceanasatannnssnns 5.00%
Expected return on plan assets. .. ... i i i e i s 9.50%
Assumed rate of increase in cost of covered health care benefits. 6.17%

Increases in health care costs were aasunmed to decline consistently to a
rate of 5.0% by 2006 and remain at that level thereafterT If the health care
cost trend rates were increased by one percentage point, the accumulated
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postretirement benefit health care cbligation as of December 31, 1939 would
increase by 8.2 million while the sum of the service and interest cost
components of the net postretirement benefit health care costs for 1935 would
increase by $191,000. If the health care cost trend rates were decreased by
one percentage point, the accumulated postretirement benefit health care
obligations as of Decewmber 31, 13%9% would decrease by $7.3 million while the
sum of the service interest cost components of the net postretirement benefit
health care cost for 19%9% would decrease by $168,000.

18. RELATED PARTY TRANSACTIONS
Transactions with Global Access Ltd. and Pacific Crossing Led.

During 1599, Global Crossing entered intc certain transactions with GAL and
PCL to purchase $101.4 million of terrestrial and subsea capacity.

Transactions with Pacific Capital Group and its Affiliates

Prior to 1999, Glcbal Crossing entered into certain transactions with
affiliates of Pacific Capital Group {("PCG"), including the acquisition of
development rights to certain of the Company's fiber optic cable systems. POG
is controlled by certain officers and directors of Global Crossing who either
currently are or at one time were affiliated with PCG. During 1999, Glcbal
Crossing subleased from PCG two suites of offices in Beverly Hills for
payments aggregating approximately $287,000 over the year. In October 15939,
Global Crossing entered into a lease with North Crescent Realty V, LLC, which
is managed by and affiliated with PCG, for an aggregate monthly cost of
approximately $400,000. North Cresent Realty, LLC paid approximately $7.3
millicn to improve the property to meet Glebal Crossing's specifications and
was reimbursed approximately $3.2 million of this amount by Global Crossing.
Global Crossing engaged an independent real estate consultant to review the
terms of Glcbal Crossing's occupancy of the building, which terms were found
by the consultant to be consistent with market terms and conditions and the
product of an arm's length negotiation. Global Crossing subleases ’
approximately 12,000 square feet of the building to PCG for an aggregate
monthly cost of approximately $53,000.

PCG has fractional ownership interests in aircrafts used by Global Crossing
during 1999. Global Croszing reimburses PCG for PCG's cost of maintaining
these ownership interests such that PCG realizes nc profit from the
relationship. During 1999, PCG bilied Global Crassing approximately $2 million
in aggregate under this arrangement.

In 1997, the Company paid $7 million in fees to PCG and certain of its key
executives, who are shareholders of GCL, and another shareholder for services
provided in respect of obtaining the AC-1 Credit Facility, 0ld Senior Notes
and the GTH Preferred Stock financing. OF the fees paid, §5 million was
allecated to the AC-1 Credit Facility and Q1d Senior Notes and recorded as
deferred finance costs, 51 million was allocated to the GCH Preferred Stock
and recorded as a reduction in the carrying value of the preferred stock and
$1 willion was recorded as common stock issuance costs.

Transactions with Canadian Imperial Bank of Commerce and its affiliates

Curing 1995, Canadian Imperial Bank of Commerce and its affiliates {"CIBC"}
entered into certain financing transactions with Global Crossing. In
particular, CIBC: {1} acted as an arranger for the $600 million ten-day demand
note issued by Global Marine Systems in July, (2) acted as an arranger for the
$3 billion senior secured credit facility entered into by GCH in July, (3} was
an initial purchaser of the $2 billion aggregate principal amount of unsecured
seénior notes issued by GCH in November, and {4} was an initial purchaser of
GCL's 5650 million aggregate liguidation preference 7% cumulative convertible
preferred stock issued in December. During 19939, Global €rossing paid CIBC
approximately %5.6 million in fees in connection with these transactions. CIBC
has a substantial beneficial ownership interest in Global Crossing, and
certain directors of Global Crossing are employees of an affiliate of CIBC.
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In 1998, CIBC was one of the initial purchasers of the New Senior Notes and
GCH Preferred Stock, a member of the PC-1 and MAC credit facility syndicates,
and was also one of the underwriters of the Company's initial public offering
{("IPO*}. CIBC was paid $19 million in fees and credit facility interest during
the year ended December 31, 1%98. In 1997, GCL paid CIBC approximately $25
miliion in fees related to the financing obtained under the 0ld Senior Notes,
the AC-1 Credit Facility, and the issuance of the GTH Preferred Stock. Of the
fees incurred, approximately $6 million related to underwriting and commitment
fees pertaining te the issuance of the GTH Preferred Stock and was recorded as
a reduction in the carrying value of the GTH Preferred Steck, approximately $9
million related tc underwriting, commitment and advisory fees in connection
with the issuance of the 0ld Senior Notes and approximately $10 million
related to fees associated with obtaining the AC-1 Credit Facility which was
recorded as deferred finance gosts.

Relationship to Ziff-Davis Inc. and Affiliates

A director of Glohal Crossing is the chairman and chief executive cfficer of
Ziff-Davis Inc., a majority of the common stock of which is bkeneficially owned
by Softbank Corp. Softbank is a party to the Asia Global Crossing, joint
venture established to provide advanced network-based telecommunications
services to businesses and consumers throughout Asia. Gleobal Crossing, which
is responsible for the management and operation of the nmetwork, comtributed to
the venture its 57.75% share of the Pacific Crossing system and its
development rights in East Asia Creossing. Seftbank and Microscft each
contributed $175 million in cash to Asiz Global Crossing and also committed to
make a total of at least $200 millicn in Global Crossing Network capacity
purchases over a three-year period, expected to be utilized primarily on the
Pacific Crossing system and East Asia Crossing. Softbank and Microsoft alse
agreed to use Asia Global Crossing's network in the regicn. Global Crossing
currently owns 93% of Asia Global Crossing, with Softbank and Microsoft each
owning 3.5%. When the fair market value of Asia Global Crossing is determined
to exceed $5 billion, the ownership interest of Softbank and Microsoft will
increase to a maximum of 19% each at a valuation of $7.5 bkillion and above.
The Global Crossing diréector is Softbank's representative on the Asia Global
Crossing board of directors. In addition, Ziff-Davis is one of the largest
web-hosting customers of ocur GlobalCenter subsidiary.

Relationship to Hutchison Whampoa Limited

The managing director of Hutchison was recently appointed a director of
Global Cressing. In November 1599, Hutchison and Global Crossing entered into
an agreement to form a 50/50 joint venture to pursue fixed-line
telecommunications and Internet opportunities in the Hong Kong Special
Administrative Region, China. The joint wenture, the formatiom of which was
completed in January 2000, combines Hutchison's existing territory-wide,
building-to-building fixed-line fiber optic telecommunications network and
certain Internet-related assets in Hong Kong with Global Crossing's
international fiber optic broadband cable capacity and web hesting, Internet
applications and data services. For its 50% share, Glcbal Crossing provided to
Hutchison £400 million in Giobal Crossing 6 3/8% cumulative convertible
preferred stock. Additicnally, Global Crossing committed to contribute to the
joint venture internaticnal telecommunications capacity rights on its global
fiber optic network and data center related capabilities which together are
valued at $350 million, as well as 550 million in cash.

Agreements with Global Crossing Stockholders

In August 1998, PCG, GKW Unified Holdings (an affiliate of PCG), affiliates
of CIBC, Global Crossing and some other Global Crossing shareholders,
including some officers and directors and their affiliates, entered into a
Stockhalders Agreement and a Registration Rights Agreement. Under the
Stockholders Agreement, Global Crossing has been granted a right of first
refusal on specified private transfsrs by these sharsholders during the first
two years after the consummation of the IPO on August 14, -1998. In addition,
subject to the exceptions in the Stockholders Agreement, some of these
shareholders have rights, which are referred to as tag-aleng rights,
permitting these shareholders to participate, on the same terms and™
conditions, in some transfers of shares by
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any other of these shareholders as follows: (1) PCG, GKW Unified Holdings and
CIRC and their affiliates and permitted transfereess have the right to
participate in any transaction initiated by any of them to transfer 5% or more
of our outstanding securities; and (2) PCG, GKW Unified Eoldings, CIBC and
their affiliates and permitted transferees have the right to participate in
any transaction initiated by any of them to transfer any Glcbal Crossing
gsecuritcies if that transaction would result in a change of control of Global
Crossing. Under the Registration Rights Agreement, Global Crossing
shareholders who are parties to that agreement and a number of their
transferees have demand and piggyback registration rights and will receive
indemnification and, in some circumstances, reimbursement for expenses from
the Company in connecticn with an applicable registratiom.

Principal shareholders of Global Croasing, representing at that time over a
majority of the voting power of the Company's commeon stock, entered into a
Voting Agreement with Frontier Corporation in March 1999 in connection with
the Frontier merger. These Global Crossing sharehclders reaffirmed their
voting obligations under the Voting Agreement in comnection with subsegquent
amendments made to the merger agreement during 1999. Pursuant to the Second
Reaffirmation of Voting Agreement and Share Transfer Restriction Agreement
dated September 2, 1993, the Global Crossing shareholders that are parties to
the Voting Agreement also agreed, from September 2, 1999 until March 28, 2000,
not to transfer record or beneficial ownership of any shares of Glchal
Cropssing common steck held by such shareholders, other than transfers to
charities, transfers made with the consent of the Company and other limited
exceptions, and to work in goed faith toward implementing a program with the
purpose that, if the Global Crossing shareholders that are parties to the
Voting Agreement wish to sell or transfer their shares after March 28, 2000,
these sales or transfers would be completed in a manner that would provide for
an orderly trading market for the shares of Global Crossing common stock.

Alsc on September 2, 1999, fourteen of the Company's executive officers and
three executive officers of Frontier entered into a Share Transfer Restriction
Agreement with Glcbal Creossing. Under this agreement, the Global Crossing
executive officers agreed not to sell or transfer shares of the Company's
common stock, and the Frontier exscutive cfficers agreed not to sell or
transfer shares of Frontier common stock and the shares of Global Crossing
commen stock they would receive in exchange for their Frontier commen stock in
the merger, until March 28, 2000, subject in each case to substantially the
same exceptiocns as are applicable to the Second Reaffirmation of Voting
Agreement and Share Transfer Restriction Agreement described in the
immediately preceding paragraph.

Advisory Services Agreement {("ASA")

ACL entered into the ASA with PCG Telecom, an affiliate of PCG which is a
shareholder of GCL. Under the ASA, PCC Telecom provided ACL with advice in
respect of the development and maintenance of AC-1, development and
implementation of marketing and pricing strategies and the preparaticn of
business plans and budgets. As compensation for its advisory services, PCG
Telecom received a 2% fee on the gross revenue of the Company over a 25 year
term, subject to certain restrictions, with the first guch payment to occcur at
the AC-1 RFS date. Advances on fees payable under the ASA were being paid to
PCG Telecom at a rate of 1% on signed CPAs until the ASA was terminated, as
described below. Fees paid under the ASA to PCG Telecom were shared amongst
Union Labor Life Insurance Company ("ULLICC"), PCG, CIBC, and certain
directors and officers of the Company, all of whom are shareholders of GCL.
Effective June 1998, GEL acquired the rights under the ASA on behalf of the
Company for common stock and contributed such rights to the Company as the ASA
was terminated. This transaction was recorded in the conselidated financial
statements as an increase in additicnal paid-in capital of %135 million and a
charge.against operations in the amount of $138 million. The $138 million is
comprised of a $135 millicn settlement of the fees that would have been
payable and the cancellation of %3 million owed to the Company under a related
advance agreement. The $135 million amount was calculated by applying the 2%
advisory services fee to projected future revenue and diseeunting the amount
relating to AC-1 revenue by 12% and the amount relating to all other system's
revenue by 15%., The result of this calculation was $156 million, which amount
was subsequently reduced to $13%5 million. Both the discount rates-and the
ultimarce
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valuation were determined as a result of a negotiation precess including a non
management director of the Company and the various persons entitled to fees
under the ASA. The Company obtained a fairness opinion from an independent
financial advisor in connection with this transaction. In addition, the
Company incurred approximately $2 million of advisory fees prior to
termination of the contract, for a total expense of $140 millicn for the year
ended December 31, 1998.

PCG Warrants

PCG Warrants, issued in 1998 by the Company's predecessor, Global Cressing
Ltd., LDL {"*0ld GCL"} became exercisable upon the completion of the IPQ. The
PCG Warrants gave each holder the option to convert each share under warrant
into a fraction of a Class B of 0ld GCL share based upon the ratio of the
current per share valuation at the time of conversion less the per share
exercise price of the warrant divided by the current per share valuation at
the time of conversion multiplied by the 36,906,372 shares available under the
PCG Warrants, together with a new wazrant ("New PCG Warrants") to purchase the
remaining fraction of such Class B share at an exercise price egual to the
then current per share valuation. Prior to the IPQ, the holders of the PCG
Warrants exercised their warrants to acgquire Class B of ©ld GCL shares by way
of the cashless conversion and the New PCG Warrants were issued with an
exercise price based on the per share valuation at the conversion date, the
cobligation on which were assumed by GCL.

The Company accounted for the cashless conversion of the PCG Warrants, which
cccurred as of June 1958, using the current estimated per share valuation at
the expected conversion date, multiplied by the number of Class B shares of
0ld GCL estimated te be converted in exchange for the PCG Warrants. The
resulting value under this calculation is approximately $213 million, which
was allocated to the new systems in exchange for the PCG Warrants. In
comnection with the formation of PCL, the Company agreed to wmake available to
PCL the consideration received by the Company in comnection with the grant of
the PCG Warrants, in addition to the $231 million cash investment made by the
Company. Therefore, the Company recorded an increase in its investment in PCL
in the amount of approximately $127 million and an increase in construction in
progress for PAC and MAC in the amounts of approximately $50 million and $36
millien, respectively, with a corresponding increase of $213 million in
additicnal paid-in capital. The $213 million was allocated on a pro rata basis
to the three projects according to the estimated cost of each system. The
Company's accounting for the PCG Warrants is pursuant te Emerging Issues Task
Force 96-18, "Accounting for Eguity Instruments with variable Terms that are
Issued for Consideration other than Employee Services under FASBE Statement No.
123" ("EITF 96-18"). Under EITF 96-18, the fair value of equity instruments
issued for consideration other than employee services should be measured usiag
the stock price or other measurement assumpticns as of the date at which a
firm commitment for performance level has been reached. The Compazny has
recorded the estimated value of the PCGE Warrante ag of June 1998, since the
IPO was probable at that date. The $213 million value attributed to the PCG
Warrants as of June 1998 was adjusted to the actual wvalue of $275 million on
the date of the IPO based upon the $9.50 price per share of the IPO.

The Company gave accounting recognition for the New PCG Warrants on the date
these warrants were issued, which was the date of the IPO. The Company valued
each of the New PCG Warrants at $3.48 based or an independent valuation based
on the IPO price of $9.50 per share. The New PCG Warrants had a total value of
approximately %43 million. The Company recorded the actual value of the New
PCG Warrants in a manner similar to that described above whereby the total
value was allocated to the investment in PC-1, MAC and PAC based on their
relative total contract costs.

Other.transactions

In 1598, GCL purchased all commen shares owned by Telecommunications
Development Corporation {"TDC"} in the Company in exchange for 300,000 fewer
newly issued shares of common steck based upon the -
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per share value at the repurchase date. The tramsaction benefited GCL since
300,000 fewer shares were outstanding after the repurchase without any cost to
GCL. This transaction was accounted for a5 the acquisition of treasury stock
and was recorded as $209 million, the fair value of the consideration given.
Certain officers and directors of the Company held direct or indirect egquity
ownership positions in TDC, resulcing in these officers and directors having a
majority of the outstanding common stock of TDC. Feollowing this transaction,
TDC distributed all of its shares of common stock and GCL warrants to the
holders of its common stock and was then liguidated.

1%. SEGMENT REPCRTING

The Company is a worldwide provider of Intermet and long distance
telecommunications facilities and related services supplying its customers
with global "peoint to point" connectivity and, through its Glcbal Marine
Systemg subsidiary, providing cable installation and maintenance services. The
Company's reportable segments include telecommunications sexvices,
installation and maintenance services, and incumbent loczl exchange carrier
services. There are other corporate related charges not attributable to a
gpecific segment. While the Company's chief decision maker monitors the
revenue streams of the various products and gsographic locations, operations
are managed and financial performance evaluated based on the delivery of
multiple, integrated services to customers over a single network. As a resultg,
there are many shared expenses generated by the various revenue streams and
management believes that any allocation of the expenses incurred to multiples
revenue streams would be impractical and arbitrary.
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